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March 18, 2004

Mary L. Cottrell, Secretary

Department of Telecommunications and Energy
One South Station

Boston, MA 02110

Re:  D.T.E.99-19, Boston Edison Company, Cambridge Electric Light Company,
Commonwealth Electric Company, NSTAR Gas Company, NSTAR Merger
Savings Report

Dear Secretary Cottrell:

Enclosed for filing is the Allocation Report (the “Report”) of Boston Edison
Company, Cambridge Electric Light Company, Commonwealth Electric Company and
NSTAR Gas Company (“NSTAR” or the “Company”) in the above-referenced
proceeding. The Company is filing the Report in compliance with the Department of
Telecommunications and Energy (the “Department”) order in D.T.E. 99-19, which
directed NSTAR to file its method for allocating costs among its operating companies.
D.T.E. 99-19, at 94-95 (1999). The Report describes the post-merger corporate structure
of NSTAR and the manner in which costs are assigned and allocated to each of its
operating companies, )

More than 91 percent of the costs incurred by NSTAR are directly assigned to one
of its operating companies. The remaining 8.35 percent of the costs are allocated to the
operating companies through the application of a process that develops allocation factors
based on cost-causation principles. The Report describes the corporate organization of
NSTAR and how costs are attributed to its operating companies. The Report summarizes
cach of the business functions, whose costs are allocated among the operating companies
and details the activities performed within each function. Four attachments to the Report
show the application of the allocation process to costs incurred in 2002.

=  Attachment 1 shows the total expenses incurred by the NSTAR’s regulated
utility companies and indicates the portion of costs that are allocated.

= Attachment 2 shows the allocation of costs to NSTAR’s operating
companies for cost areas and business functions.
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= Attachment 3 shows the calculation and development of each allocator
applied in the allocation process.

A =  Attachment 4 is a diagram of NSTAR’s corporate structure.

This filing is being made to fulfill the Company’s obligation under the

Department’s approvals in D.T.E. 99-19. If there are any questions, please don’t hesitate
to call. Thank you for your attention to this matter.

: Sincerely,

I 4.0

Robert N. Werlin
Enclosure

cc: Service List
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NSTAR Allocation Report

This NSTAR Allocations Report (the Report) is filed in accordance with the
requirements of the order of the Department of Telecommunications and Energy
(the Department) in D.T.E. 99-19, which approved the rate plan filed by Boston
Edison Company, Cambridge Electric Light Company, Commonweaith Electric
Company and NSTAR Gas, f/k/a Commonwealth Gas Company. In that order,
the Department required NSTAR to file its method for allocating costs among its
operating companies. D.T.E.99-19, at 94-95 (1999). The Report describes the
post-merger corporate structure of NSTAR and the manner in which costs are
assigned and allocated to each of its operating companies. By way of example,
the Report also includes the results of the cost-allocation methodology for
calendar year 2002, which shows the calculation and application of each
allocator.

° NSTAR Organization and Corporate Structure

NSTAR was created in 1999 through the merger of BEC Energy and
Commonwealth Energy System.

NSTAR (or the Company) is an energy delivery company engaged
primarily in the transmission and distribution of energy. NSTAR serves
approximately 1.4 million customers in Massachusetts, including approximately
1.1 million electric customers in 81 communities and 300,000 gas customers in
51 communities. NSTAR is a public utility holding company generally exempt
from the provisions of the Public Utility Holding Company Act of 1935. NSTAR'’s
retail utility subsidiaries are Boston Edison Company (Boston Edison),
Commonwealth Electric Company (ComElectric), Cambridge Electric Light
Company (Cambridge Electric) and NSTAR Gas Company (NSTAR Gas).
NSTAR'’s three retail electric companies operate under the brand name “NSTAR
Electric.” Its wholesale electric subsidiary is Canal Electric Company (Canal).
Since the sale of its share in Seabrook Station in October of 2002 Canal's sole
asset is an investment in a Hydro Quebec transmission line. Canal no longer
has any wholesale electric activity. NSTAR’s non-utility, unregulated operations
include district energy operations (Advanced Energy Systems, Inc. and NSTAR
Steam Corporation), telecommunications operations (NSTAR Communications,
Inc. (NSTAR Com)) and a liquefied natural gas service company (Hopkinton LNG
Corp.). Utility operations accounted for approximately 96 percent of consolidated
operating revenues in 2003, 2002 and 2001.

> Parent Company

At the top of the NSTAR organizational structure is the NSTAR Parent.
Organized as a Massachusetts Business Trust upon its formation in 1999, the
NSTAR Parent has no operations or employees. The NSTAR Parent is a
publicly traded company on both the New York and Boston Stock Exchanges.
As a publicly traded company, the Parent incurs costs related to shareholder
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matters such as the Annual Shareholders Meeting, Board of Trustees fees and
other costs, Proxy Statements and the payment of dividends. In addition, the
Parent Company also incurs costs related to the issuance of long and short-term
debt financings.

> Utilities

NSTAR Electric currently supplies electricity at retail to an area of 1,702
square miles. The territory served includes the City of Boston and 80
surrounding cities and towns, including Cambridge, New Bedford, and Plymouth
and the geographic area comprising Cape Cod and Martha's Vineyard. The
population of this area is approximately 2.3 million. In 2003, NSTAR Electric
served approximately 1.1 million customers.

NSTAR Gas distributes natural gas to approximately 300,000 customers
in 51 communities in central and eastern Massachusetts covering 1,067 square
miles and having an aggregate population of 1.2 million. Twenty-five of these
communities are also served with electricity by NSTAR Electric. Some of the
larger communities served by NSTAR Gas include Cambridge, Somerville, New
Bedford, Plymouth, Worcester, Framingham, Dedham and the Hyde Park area of
Boston.

> Nonregulated Companies

NSTAR’s unregulated operations segment engages in businesses that
include district energy operations, telecommunications and liquefied natural gas
service. District energy operations are principally provided through its Advanced
Energy Systems, Inc. (AES) subsidiary that generates chilled water, steam and
electricity for use by hospitals and teaching facilities located in Boston’s
Longwood Medical Area. NSTAR Steam supplies steam to customers in
Cambridge. Telecommunications services are provided through NSTAR
Communications, which installs, owns, operates and maintains a wholesale
transport network for other telecommunications service providers in the
metropolitan Boston area to deliver voice, video, data and Internet services to
customers. Hopkinton LNG Corp provides liquefied natural gas service.

Beginning in 1997, NSTAR Communications participated in a
telecommunications venture with RCN Telecom Services, Inc. of Massachusetts,
a subsidiary of RCN Corporation (RCN). As part of the Joint Venture Agreement,
NSTAR Communications had the option to exchange portions of its joint venture
interest for common shares of RCN at specified periods. NSTAR
Communications exercised this option and exchanged its entire joint venture
interest for common shares of RCN over several years through 2002. As of
December 31, 2002, NSTAR Communications no longer participated in the joint
venture but held approximately 11.6 milion common shares of RCN. On
December 24, 2003, NSTAR abandoned its common shares of RCN. Therefore,
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NSTAR Communications no longer has any ownership interest in either RCN or
the joint venture.

> NSTAR Electric & Gas Corporation

As part of the merger of BEC Energy and Commonwealth Energy System
in 1999, NSTAR determined that it would be cost effective and efficient for
certain business functions of NSTAR’s separate operating companies to be
performed on a centralized basis. NSTAR created NSTAR Services Company,
whose name was later changed to NSTAR Electric & Gas Corporation (also d/b/a
NSTAR Electric & Gas Company) (“NE&G”), to perform these centralized
functions. NE&G provides a variety of services to the operating companies,
including: (1) finance and accounting; (2) human resources; (3) legal services;
(4) information technology; (5) corporate relations; (6) customer care; (7)
business services; (8) gas operations; (9) electric operations; and (10) Executive
Office guidance. Except for employees of NSTAR'’s unregulated subsidiaries, all
NSTAR employees are employees of NE&G.

The services provided by NE&G are similar to those that were provided to
Commonwealth Electric, Commonwealth Gas and Cambridge Electric Light
Company by ComEnergy Services Company. In addition, other utilities under the
jurisdiction of the Department, including National Grid USA, Northeast Utilities
and Fitchburg Gas & Electric Light Company, use service companies to provide
centralized services.

> Cost Attribution Process

When NE&G incurs costs for goods or services for a specific operating
company, these costs are directly assigned to that operating company. For
example, employees of NE&G are required to “direct charge” their time on
weekly time sheets to the specific operating company for which they worked
when it can feasibly be determined. There are also categories of significant
costs that are not employee related (depreciation, interest expense, amortization
of regulatory assets, purchased power, income taxes and property taxes) and are
directly assigned. Attachment 1 analyzes total costs incurred in 2002 for the
NSTAR utility companies as reported in their FERC Form 1s. The attachment
indicates that of almost $3 billion in reported expenses, only $243 million
(8.35 percent) was allocated from NE&G to the utilities (Attachment 2).

When costs are incurred to serve the operating companies more broadly,
such costs are allocated among the operating companies based on an allocation
methodology. Each cost area (the term “cost area” refers to a department of the
company for which costs are separately tracked) is assigned an allocation factor
that serves as a proxy for how costs in that area are incurred on behalf of each
applicable operating company. The allocation factor is applied to the total costs
within the cost area to determine the proportional responsibility of each operating
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company. The charges resulting from the allocation methodology reflect the
actual costs incurred by NE&G. The costs incurred are not adjusted or otherwise
“marked-up” to obtain additional revenues from the operating companies. A
detailed summary of the allocation formulas is provided as Attachment 3. The
resulting allocations are provided in the aforementioned Attachment 2.

In some cases, the costs incurred by NE&G can be directly assigned to a
particular operating company. For example, all costs that are booked to Gas
Operations are directly assigned to NSTAR Gas. Similarly, some of the activities
performed within a particular function may not be allocated to all of the
subsidiaries because not all of the subsidiaries are receiving the benefit of the
service. For example, Customer Care is allocated exclusively among the four
retail utility operating companies because there are no ‘“retail customers”
associated with the unregulated subsidiaries that are served by NE&G customer-
care personnel. The unregulated subsidiaries manage their own customer
relationships.

The allocation methodologies are designed to be proxies for cost
causation within a particular function. For example, the Human Resources
function uses an allocator based on the direct labor charged to each company.
Allocations are made only after it is determined that it is not practical or
reasonably possible to perform a direct assignment of NE&G costs.

The allocation factors are adjusted on an annual basis utilizing the actual
financial and statistical data of the most recently completed fiscal year. The
review and adjustment of the factors is performed during the early part of each
year. This review and adjustment includes meeting with department managers to
determine whether the allocation methods remains a reasonable proxy for
amount of support given to each subsidiary. In addition, the factors are
recalculated to reflect the actual data from the previous year. A retroactive
adjustment is made to adjust the billings back to January to reflect the updated
factors. This is typically performed during the second quarter each year, after the
prior year's financial and statistical data are finalized.

As is evident by the proportion of utility versus non-utility operations of
NSTAR, the majority of NE&G functions are performed for the benefit of the four
regulated utility operating companies. The remaining nine subsidiaries generally
require limited facilities and few employees because of the limited nature of their
operations in comparison to the utilities. In fact, the vast majority of employees
and facilities that provide services to the unregulated subsidiaries are dedicated
fully to those subsidiaries. The majority of employees who provide services to
AES are actually AES employees with completely separate employee benefit
plans. Therefore, these facilities and employees are directly assigned to the
individual companies and do not require many of the services provided by NE&G.
Of the nine unregulated subsidiaries, only NSTAR Communications, NSTAR
Steam Company and AES operate with substantial physical assets and
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employees that perform business functions outside of core utility operations of
NSTAR. As a result, the total NE&G costs that are not directed assigned are
allocated primarily to the regulated operating companies rather than the
remaining subsidiaries. However, where appropriate, NE&G costs are allocated
to all affiliates, including unregulated affiliates, using considerations of the
number of customers, operating revenues and overall capitalization as a proxy to
estimate the proportionate support to these affiliates.

> Functions Provided by NE&G

NE&G business activities that it performs for the operating companies and
are not directly assigned are separated into ten general functions: (1) Business
Services; (2) Human Resources; (3) Gas Operations; (4) Electric Operations;
(5) Information Technology; (6) Customer Care; (7) Chief Financial Officer;
(8) Executive Officers; (9) Corporate Relations; and (10) Strategy and Law. In
turn, these functions are made up of a variety of individual cost areas reflecting
the company's management structure and the underlying activities performed
within the function. A description of the primary activities of each of the ten
functions is set forth in Table 1, below:
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Table 1

NE&G Function

Description of Primary Activities

Business Services

Warehousing and distribution of warehoused equipment and
supplies, purchasing and materials management, property
management and maintenance, materials disposal and
process management

Human Resources

Hiring, payroll, technical training, corporate security, and
revenue protection

Gas Operations

Gas supply systems operation, engineering, technical
services, gas distribution and systems services, meter shop
and service dispatch.

Electric Operations

Substation,, fransmission and, distribution engineering
emergency preparedness, vegetation management, system
support and planning.

Information Technology

Operations, infrastructure, IT research, planning and
architecture. Project management, business systems
management. Management of human resources systems,
customer service systems and data resources.

Customer Care

Account management, billing, customer interaction center,
gas sales and marketing, meter operations and meter
operations support.

Finance and Accounting

Internal auditing, corporate finance and investor relations,
accounting and finance, treasury, financial and strategic
planning and policy, finance and accounting and performance
management.

Executive Office

Chairman and CEO.

Corporate Relations

Corporate relations, community relations and economic
development and regulatory relations

Strategy and Law

Energy supply and transmission, gas supply planning and
procurement, transmission and power supply, load
forecasting and estimation services, secretary and general
counsel, legal department.
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) Cost Area Overview

All financial transactions recorded in NSTAR’s accounting system require
a cost area designation. All expenditures are budgeted and accounted for at the
cost area level. Therefore, the actual cost area activity is the basis for the
allocations made by NSTAR'’s service company, NE&G, to the various NSTAR
operating subsidiaries (see Attachment 4 for a chart of the NSTAR corporate
structure).

The costs incurred by NE&G are categorized based on the following
corporate functions, each of which is composed of numerous cost areas:

Executive Office

Finance and Accounting
Human Resources
Corporate Relations
Information Services
Customer Care

Gas Operations

Electric Operations
Strategy, Law and Policy
Business services

A description of the services performed by these functional areas and the
methodology used to allocate the related expenses follows. The detailed
allocations of these functional departments by cost areas are illustrated in
Attachment 2. There is no a one-for-one relationship between departments
described herein and the cost areas because certain departments are combined
or segregated for billing purposes.

The allocation methodologies tend to use the same basic formula within a
given function; however, the formula is applied only to the companies receiving
the service being allocated. The allocations to operating companies have been
determined by NE&G’s financial management and reviewed with the functional
areas providing the services to confirm the appropriateness of the allocators.
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. Executive Office
Functions:
o The Executive Office is composed of the CEO and his direct staff. The
Executive Office provides the leadership, goals and strategic direction for
the NSTAR and all of its subsidiaries.

Allocation Method Formula: (1)
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Finance and Accounting

Functions:

>

Accounting

Performs all primary accounting functions and oversees payroll, fixed
asset and accounts payable activities.

Establishes and monitors accounting policies and procedures in
accordance with generally accepted accounting principles (GAAP).

Responsible for monthly accounting closing process, analysis of corporate
financial results, general ledger account reconciliations, safeguarding of
assets and maintenance of internal controls sufficient to meet Department,
FERC and SEC reporting rules and regulations, including the
requirements of Section 404 of the Sarbanes-Oxley Act.

Coordinates these activities with all functional areas to ensure complete,
timely, accurate and consistent reporting.

Provides analysis and documentation of accounting activity to NSTAR’s
independent outside auditors in sufficient detail to allow timely filing of
quarterly and annual reports with the SEC, FERC and Department.

Prepares and maintains records and reports necessary to comply with
regulatory and industry requirements. Provides guidance on accounting
issues throughout the corporate organization.

Prepares and files the FERC Form 1 and the Annual Reports and Affiliate
Transactions Report to the Department.

Allocation Method Formula: General accounting services (2)

Allocation Method Formula: Fixed Asset Accounting (26)

Allocation Method Formula: Accounts Payable (25), based on invoices
processed

>

Budgeting & Forecasting

Prepares annual, quarterly and monthly corporate financial forecasts.
This includes the forecasting and analysis of corporate revenues, capital
and O&M expenditures, cash flows and other financial matters.

Monitors and reports variances from budget and investigates unusual
activity.

-9-
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e Provides monthly reports to management on corporate performance vs.
budget plan.

Allocation Method Formula: (2)

> Financial Reporting
e Accumulates financial information and prepares reports required by the
financial community, regulatory agencies and internal management.

¢ Provides financial statements and analysis to management for NSTAR
and each of its subsidiaries on a monthly basis.

¢ Prepares consolidated financial statements on a monthly basis.

* Prepares and distributes all external financial reports including the Annual
Report to Shareholders and SEC filings (10-K, 10-Q and 8-K) and
notifications.

o Accumulates, interprets and distributes data related to new reporting and
regulatory requirements.

e Monitors all developments in accounting and financial reporting standards
and assesses their impact on NSTAR and its subsidiaries.

Allocation Method Formula: (2)

> Taxes

e Prepares all tax returns and related reports for NSTAR and all subsidiaries,
as required.

e Ensures compliance with all applicable state and federal tax laws.

e Ensures proper payment of tax liabilities through informed application of tax
laws and regulations.

e Analyzes tax laws and rulings regarding proposed transactions and
recommends appropriate actions.

e Prepares and files estimated and final federal and state income tax returns,
excise, sales and use and gasoline tax returns as well as federal and state
informational and other related returns, forms and supporting data.

e Reviews and processes municipal property tax bills.

e Ensures that income and property taxes are properly accounted for on the
Company'’s books of record each month.

-10-
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e Works with federal and state tax examiners and other authorities, provides
documentation and support as required.

Allocation Method Formula: (2)

> Unregulated Accounting

e Monitors accounting for NSTAR'’s unregulated subsidiaries (refer to corporate
flow chart) for adherence to NSTAR accounting standards.

e Assists with the integration of unregulated activity into the corporate financial
and accounting systems.

Allocation Method Formula: (4)

> Regulatory Policy and Rates

e Develops and administers tariffs and special contracts at wholesale and retail
for electric and gas service in conformance with applicable regulations of the
Department and FERC.

e Designs rates for service to customers at retail and wholesale and analyzes
the resulting revenue implications of those rate designs.

¢ Performs cost-of-service allocation studies.

e Contributes to the review and regulatory oversight of filings submitted to
regulatory agencies.

¢ Provides testimony in public hearings as required.

e Provides rate related data, implements procedures to assure uniform
application and proper billing of rates on a continuing basis, computes and
administers automatic adjustment clauses and prepares associated
regulatory filings.

e Manages the preparation of rate adjustment filings, tariff filings and other
related filings submitted to regulatory agencies.

Allocation Method Formula: (3)

> Environmental Affairs

e Monitors and implements NSTAR’s subsidiaries’ compliance with
environmental regulations including state and federal superfund cases.

e Works with the Federal EPA and Mass Department of Environmental
Protection in resolving environmental impairment cases.

-11-
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Investigates all potential hazardous waste violations and recommends
remediation actions.

Allocation Method Formula: (2)

> Financial & Strategic Planning

Evaluates financial and business plan alternatives.

Evaluates potential business expansion opportunities, including merger and
acquisition opportunities as directed by Senior Management.

Assesses the strategic directions of NSTAR business segments and
subsidiaries.

Allocation Method Formula: (2)

> Corporate Performance Management
Develops and monitors performance metrics and productivity guidelines and
goals for all NSTAR organizations.

Works directly with Senior Management to develop corporate goals and
measures performance against those goals.

Serves as an internal consulting resource on effective business practices.

Allocation Method Formula: (18)

> Real Estate and Investments

Manages all activities related to company-owned real estate including
construction, marketing, property management and brokerage activities.

Works with Operations to identify underutilized assets, researches available
parcels that may have future use for system operations and recommends
future development projects.

Maintains continual contact with city officials, real estate boards and
community leaders and represents NSTAR at local hearings and local board
meetings.

Aliocation Method Formula: (5)

> Risk Management

Determines appropriate levels of property, liability, workers compensation and
directors and officers liability insurance and evaluates self-insurance options.

-12-
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e Negotiates policy coverages with insurance carriers. Assists NSTAR
companies in filing claims and obtaining appropriate settlements.

Allocation Method Formula: (5)

Insurance premiums themselves are not allocated by the NE&G. Most insurance
premiums are in the name of NSTAR (Parent Co). Prepaid insurance is
therefore recorded at the Parent and is allocated directly to the operating
subsidiaries based on factors that drive the insurance costs as indicated by the
insurance carriers. For example, property insurance is allocated based on the
replacement values insured for each company.

> Claims Administration

e Evaluates damage and liability claims against NSTAR.

o Works with legal counsel and investigators to determine validity of claims and
recommends settlement amounts where appropriate.

e Defends the company’s interests with regard to property damage claims by
NSTAR subsidiaries against third parties.

Allocation Method Formula: (18)

> Office Services
e Collects and distributes all interoffice mail and conducts all shipping and
receiving activities.

e Coordinates and administers off site storage of company documents for all
departments with outside vendor; interprets and ensures compliance with
record retention regulations.

e Responsible for the insertion and mailing of all customer billings and cher
mass mailings; ensures compliance with U.S. Postal service regulations.

Allocation Method Formula: (27)

> Corporate Finance and Cash Management

e Conducts studies and develops proposals to economically finance NSTAR
operations.

e Prepares and handles indentures and mortgage bond filing matters.

» Responsible for the preparation and presentation of testimony and exhibits
required as part of financing and rate filings with regulatory agencies.
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Maximizes the use of internal cash generation and provides for timely
investment of funds or borrowings.

Provides assistance in the preparation, review and interpretation of cash
forecasts.

Schedules the disbursement of funds and handles all wire transfers.

Responsible for the payment of debt principal and interest and maintaining
bank relations.

Arranges for letters of credit, shortterm borrowings and repayments and
purchases of bonds and notes and for complying with sinking fund
requirements.

Allocation Method Formula: (5)

> Investor Relations
Responsible for records relating to common and preferred shareholders that
are maintained by a transfer agent.

Serves as primary contact for NSTAR shareholders, brokerage firms and
rating agencies.

Informs the investing public of NSTAR’s major financing and operating plans.

Provides information to, and meets with, public debt rating agencies in
support of NSTAR’s debt ratings.

Primary point of contact for all investor-related inquiries for NSTAR.

Allocation Method Formula: (6)

> Auditing

Plans and implements a broad comprehensive program of internal auditing to
provide management and the Audit Committee with independent and
objective appraisals and evaluations.

Reviews and evaluates the adequacy and effectiveness of financial and
operational controls and procedures and assists in developing and testing
documentation used to comply with Section 404 of the Sarbanes-Oxley Act.

Performs special examinations as requested by management.

Communicates results of audit examinations including recommendations for
improvements and evaluation of corrective actions taken.

-14-
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e Discusses with Senior Management and the Audit Committee matters of
material interest or concern and other internal audit activities.

Allocation Method Formula: (2)

~15-
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Human Resources

Functions:

»

Employee and Labor Relations

Establishes and administers selection, employment, placement,
promotion, transfer and manpower planning procedures adequate to
insure a satisfactory supply and flow of qualified candidates to meet
personnel requirements.

Assists hiring departments wth the search for and interview of qualified
candidates.

Develops, analyzes and summarizes statistical reports on applications,
hires, promotions, transfers, terminations, labor market availability,
utilization and workforce analysis.

Coordinates and assists in formulation and interpretation of personnel
policies.

Advises and counsels supervisory personnel on administration of
disciplinary procedures in accordance with Company policy.

Coordinates and conducts pre-employment and first line supervisory
testing.

Monitors and controls Affirmative Action Program.

Facilitates labor contract negotiations. Interprets the provisions and
agreements and advises management regarding labor relations and
personnel issues.

Creates and maintains hiring and employment policies to ensure
compliance with labor regulations of federal and state agencies, the
Federal Mediation Board and the National Labor Relations Board.

Allocation Method Formula: (7)

>

Learning & Performance

Designs and administers training programs for all corporate functions.

Maintains testing programs for employees to ensure for compliance with
NSTAR and governmental standards.

Designs and manages corporate Performance Management, Diversity and
Employee Recognition programs.

-16-
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Communicates Equal Employment Opportunity Awareness and conducts
training on work place issues.

Allocation Method Formula: (7)

>

Compensation and Benefits

Administers wage, salary and merit rating programs.

Maintains database of market salary data to ensure continued
competitiveness of NSTAR's compensation programs.

Administers all employee related benefit programs (pension, post
retirement benefits, medical benefits, 401k Plan).

Allocation Method Formula: (7)

>

Safety, Health Services & Corporate Security

Designs and provides safety training courses and monitors accident rates.

Provides assistance to employees, family members and retirees with then
resolution of health related problems.

~ Maintains random drug testing program.

Handles workers compensation claims and determines employee’s fitness
for work.

Responsible for overall corporate security at multiple NSTAR locations.

Responsible for work performed by outside security agencies and for
investigating any fraudulent claims or business practices.

Allocation Method Formula: (7)

A7-
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. Corporate Relations

Functions:

> Government Affairs and Regulatory Relations

¢ Monitors activities of federal and state governmental agencies to provide
management with information regarding proposed legislation and
regulation which has potential

¢ Plans and develops new concepts designed to ensure the capability of the
operating companies in dealing with the requirements of governmental
regulation and intervention.

Allocation Method Formula (Government Affairs): (9)*
* One account 100 percent to NSTAR Gas

Allocation Method Formula (Regulatory Relations): (10)

> Communications Services and Media

e Responsible for design and content of all employee and media (print,
radio, TV, Internet) communications.

e Develops and implements Public Affairs and economic development
programs.

e Assists public officials in resolving problems involving their constituents,
NSTAR’s customers and the NSTAR companies and responds to their
requests for information.

Allocation Method Formula: (9)*

* One account in 2 cost areas is allocated 100 percent to NSTAR Gas; another
account in one cost area is allocated on Formula (37).

-18-
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Information Services

Functions:

>

Business Management

Responsible for establiéhing budgets for the Information Services (“IS”)
organization and for monitoring and explaining budget variances and for
providing progress reports on capital spending on an individual project
basis.

Manages resources required for IS capital projects. Determines level of
consultant and internal support to be utilized to meet IS goals.

Allocation formulas: (16), (17)

>

Business Systems Management

Responsible for daily operation and maintenance of existing IS systems,
including Work Management, Supply Chain, HR, Financial, Customer
Service.

Provides Internet expertise, maintain corporate website.

Provides database management and system integration services for all IS
systems.

Allocation formulas: (16), (17)

>

Data Resources Management

Maximizes data processing ability of IS systems by analyzing data flow
and eliminating overlaps in data storage and data processing capability.

Responsible for data delivery services.

Allocation formula: (16)

>

Project Management Office

Provides project management expertise to IT organization

Allocation formulas: (16), (17)

-19-
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>

Enterprise Infrastructure Services

Responsible for security and risk management. Ensures that IS file
security and disaster recovery procedures meet corporate standards for
protecting data and maintaining system integrity

Runs the corporate data network.
Manages voice and wireless networks.

Responsible for Internet and application services.

Allocation formulas: (16), (17)

>

Technology Research, Planning and Architecture

Responsible for technology planning. Assesses status of IS technical
capabilities and capacity and how best to integrate new technology.
Determines how and when existing systems need to be replaced.

Tests and integrates new technology.
Manages mainframe and mid-range operating platforms. Recommends
best use of current IS systems.

Manages E-Business technology and activity

Allocation formulas: (16), (17)
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Customer Care

Functions:

>

Customer Interaction Center (CIC)

Manages customer call center which handles all customer inquiries related
to account balances and payment plans. Works with customers to resolve
disputes.

Supports hardware and software systems required for daily operation of
the CIC

Allocation Formula: (28)

>

Credit/Collections & Revenue Protection

Responsible for collecting overdue accounts.

Investigates unusual usage patterns that may indicate theft of electricity or
gas. Takes appropriate legal actions to protect revenue of NSTAR
utilities.

Allocation Formula: (28)

>

Meter Reading & Billing Services

Responsible for billing all residential customer accounts on a timely basis
for electric and gas services provided by the utility companies in
accordance with approved rate schedules.

Responsible for posting customer cash received and maintaining accurate
individual account balances.

Designs and schedules meter reading routes. Responsible for the timing,
frequency and accuracy of the meter readings. '

Operates meter lab to test and repair meters.

Oversees proper distribution of funds collected for competitive energy
suppliers.

Handles all aspects of commercial/industrial accounts.
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NSTAR Allocation Report

¢ Provides technical assistance to commercial/industrial customers.
Allocation Formulas: (28) (30)
Energy Efficiency Services is another function of the Customer Care

Organization. These services are direct-charged to the utility receiving the
service and are not allocated by NE&G.
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Gas Operations

Functions:

Develops overall gas business plan.

Develops and monitors the performance management tracking of gas
operations.

Gas engineering services that support the supply, delivery and service of
natural gas.

Responsible for the activities related to the design and building of system
infrastructures as well as system analysis and improvements.

Technical services that ensure regulatory compliance of Gas Operations
Prepare installation paperwork and project estimates.

Responsible for updating and distributing physical gas system records.
Ensures satisfactory excavation and surface restoration practices.

Provides financial planning services for gas operations, including
cost/benefit analyses of projects.

Manages the monitoring and reporting of gas capital and O&M budgets.

Develops and implements gas sales and marketing programs.

Allocation Method Formula: None — all Gas Operations expenses
are assigned 100 percent to NSTAR
Gas
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NSTAR Allocation Report

o Electric Operations
Functions:
e Responsible for the overall operation and maintenance of NSTAR’s
electric distribution and transmission system.*
¢ [mplements life-cycle preventive maintenance plan.*

¢ Operates and maintains all electric substations.*

e Plans and schedules capital and maintenance work so that it can be
performed in a safe and efficient manner.*

¢ Responsible for new customer hook-ups.*

¢ Issues requirements, guidelines and standards for electricians, architects,
engineers, builders and inspectors to use when their work involves
NSTAR’s electrical grid.*

¢ Maintains Survey & Records department, which ensures that proper
permits are obtained and documentation (drawings) of the physical
electrical grid are maintained for all projects.”

e Responsible for system planning and completing construction on NSTAR
Electric’s distribution and transmission system as required to meet
customer demand.

e Develops and implements emergency preparedness plan including
manuals, staffing requirements, policies, forms and training.

¢ Provides vegetation management services.

e Provides engineering services and expertise for distribution and
transmission projects.

Allocation Method Formula: (32) (37)
Allocation Method Formula: (36) Vegetation Management

* No allocation, these functions are direct charged to the electric utility receiving
the service.
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Strategy, Law and Policy

Functions:

>

Legal Services

Reviews and approves all legally binding contracts for NSTAR.

Represents NSTAR in courts and at administrative and regulatory
agencies in real estate, consumer and employee related matters.

Prepares advisory memoranda, advice and opinions as requested by
senior management.

Assists and participates in planning and decision-making process of senior
management.

Negotiates, prepares and obtains documents and certificates in
connection with corporate financial transactions; attests to and certifies
corporate documents insuring compliance with reporting and filing
requirements of governmental bodies, including the SEC, FERC, the
Department and the Secretary of the Commonwealth.

Prepares notices, agendas and minutes of shareholders, trustees and
directors meetings.

Assists in preparation of necessary documents and other matters related
to the Annual Meeting of Shareholders

Coordinates the implementation of legal services provided by outside legal
firms.

Establishes and monitors compliance with Corporate Code of Ethics.

Allocation Method Formula: (14) Internal legal services

Allocation Method Formula: (15) External legal services

>

Energy Supply & Transmission

Electric & Gas Contract Administration negotiates contract terms for
purchased power and transmission wheeling contracts; provides required
accounting and financial reporting information on said contracts.

Represents NSTAR Electric’s interests with the New England Independent
System Operator (ISO)

Electric & Gas Load Forecasting estimates system load requirements.

Transmission Business Strategy develops rates for our transmission
customers, files required documentation with the FERC and performs
analysis to maximize return on transmission assets.
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NSTAR Allocation Report

e FElectric & Gas Energy Supply is responsible for identifying least-cost
energy suppliers for NSTAR's default service and standard offer
customers and for gas supplies sufficient to meet expected customer
demand at the best available price.

Allocation Method Formulas: (13), (32), (37)
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NSTAR Allocation Report

Business Services

Functions:

>

Distribution and Warehousing
Responsible for safekeeping of inventory, spare parts, lobby stock and
other supplies used in operating NSTAR’s gas and electric systems.

Responsible for accounting for inventory items including taking physical
inventories and reconciling counts to accounting records.

Allocation Method Formulas: (19-21), (23)

>

Facilities Services

Coordinates office assignments and relocations.
Provides furniture for all NSTAR office facilities
Contracts for and monitors cleaning services

Performs space-utilization analysis to make the most efficient use of office
and warehouse space.

Contracts for and monitor pest control
Contracts for maintenance of HVAC systems
Contracts for and monitors snow/lawn care and rubbish removal

Allocation Method Formulas: (18), (22)

Note: In cases where a specific facility cost area is dedicated to one ultility

>

its cost is directly assigned and the allocation formulas are not
used.

Procurement

¢ Coordinates all outside purchases of goods and services.

e Sets guidelines for purchase orders, manages vendor bidding process where
applicable.

¢ Maintains lists of approved vendors.

e Assists NSTAR personnel in all aspects of purchasing outside goods and
services, including the Request for Proposal (RFP) process.
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NSTAR Allocation Report

¢ Maintains and oversees the on-line Contract Management module for all
approved purchase contracts.

Allocation Method Formula: (18)
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